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INTRODUCTION

ince the January Budget, the state’'s economy has strengthened and revenues
have surged upward, driven by increased capital gains and other income from
high-wage earners.

Despite these stronger revenues, the budget remains precariously balanced and faces the
prospect of deficits in succeeding years. The state has hundreds of billions of dollars in
existing liabilities, such as deferred maintenance on its roads and other infrastructure and
its unfunded liability for future retiree health care benefits for state employees and various
pension benefits. In this budget, under Proposition 2, spikes in capital gains will be used
to prepare for the inevitable next recession by saving money and paying down these
debts and liabilities.

Overall, the May Revision reflects a $6.7 billion increase in General Fund revenues
compared to the January Budget. The Constitution, reflecting the voters' priorities,
directs the use of these revenues as follows:

e Proposition 98 increases General Fund spending by $5.5 billion for K-12 schools and
community colleges.
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»  Proposition 2 requires that an additional $633 million be saved in the Rainy Day Fund
and an additional $633 million be used to pay down debts and liabilities.

Too often in the past, state government has made ongoing commitments based upon
what turned out be temporary spikes in revenues—a mistake this budget attempts
to avoid. The May Revision commits new spending in only three additional areas:

o Creating the first-ever California Earned Income Tax Credit to assist the state's
lowest-income workers. The credit will provide $380 million in benefits to
2 million Californians. This credit—combined with increased funding for education
and health care reform, together with an increased minimum wage—will provide
increased state support for California’s poorest residents.

« Holding tuition flat at the state’s universities for California undergraduate students for
two more years by providing increased ongoing funding to California State University
and temporary assistance to the University of California to pay down its unfunded
pension liability.

o Providing health care and other safety net services to currently undocumented
immigrants who gain Permanent Residence Under Color of Law status under the
President’s executive actions.

The May Revision continues to focus on the key elements of the January
Budget—-carrying out the Local Control Funding Formula, federal health care reform,
public safety realignment, the Water Action Plan, and the Cap and Trade expenditure plan.

FiscAL BALANCE Is AN ONGOING CHALLENGE

The fiscal stability from a balanced budget and a recovering state economy has been a
welcome reprieve from the prior decade’s massive budget deficits. Keeping the budget
balanced over time will be a challenge—requiring fiscal restraint and prudence. As shown
in Figure INT-01, since 2000, the state's short periods of balanced budgets have been
followed by massive budget shortfalls.

The Budget assumes the continued expansion of the economy. Yet, as we know,
economic expansions do not last. In the post-war period, the average expansion has
been about five years, and the current expansion has already exceeded that average by
a year. While there are few signs of immediate contraction, another recession is on the
way—we just don’t know when.
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Figure INT-01
Balanced Budgets Have Been Quickly
Followed by Huge Deficits"
(Dollars in Billions)
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1/ Budget shortfalls or surplus, measured by the annual Governor's Budget.

Proposition 2 was designed to help the state save when times are good, such as now.
Higher revenues from capital gains will both be saved and used to pay down debts.

By the end of the year, the state’s Rainy Day Fund will have a total balance of $3.5 billion.
As shown in Figure INT-02, the May Revision also pays down an additional $633 million in
debts and liabilities (for a total of $1.9 billion) from Proposition 2 funds.

Slowly but surely, the state is climbing out from under the budgetary debts accumulated
over the past decade and a half. In the next three months alone, the state will:

e Repay the remaining $1 billion in deferrals to schools and community colleges (which
once peaked at $10 billion).

o Make the last payment on the $15 billion in Economic Recovery Bonds that were
used to cover budget deficits from as far back as 2002.
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Figure INT-02

Debts and Liabilities Eligible for Accelerated Payments Under Proposition 2
(Dollars in Millions)

Outstanding Governor's Additional
Amount at Start Budget May Revision
of 2015-16 Pay Down Pay Down
Budgetary Borrowing
Loans from Special Funds $3,028 $965 $537
Underfunding of Proposition 98—Settle-Up 1,512 256 0
Unpaid Mandate Claims for Local Governments 0 0 0
(prior to 2004-05)
State Retirement Liabilities
State Retiree Health 71,773 0 0
State Employee Pensions 43,303 0 0
Teacher Pensions ? 72,718 0 0
Judges' Pensions 3,358 0 0
Deferred payments to CalPERS 530 0 0
University of California Retirement Liabilities
University of California Employee Pensions 7,633 0 96
University of California Retiree Health 14,519 0 0
Total $218,374 $1,221 $633

1/ Entire liability paid off under the 2014 Budget Act revenue trigger.
2/ The state portion of the unfunded liability for teacher pensions is $14.916 billion.

«  Repay local governments the final mandate reimbursements for activities completed
in 2004 or earlier (totaling $765 million).

The elimination of all of these budgetary debts and a healthier Rainy Day Fund balance
will give the state fiscal capacity when the next recession begins. But these steps alone
will not ensure an enduring balanced budget. Already, the commitments that the state
made in the past two years are straining the state’s finances. Under a projection of
current policies, the budget would be upside down by more than $2 billion by 2018-19.
While forecasts four years into the future are subject to great uncertainty, it is clear that
the state cannot take on new ongoing spending commitments beyond those proposed in
the May Revision.

MORE MONEY FOR SCHOOLS

The Proposition 30 temporary taxes were premised on the need to increase funding
for education. As shown in Figure INT-03, the constitutional guarantee of funding for
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Figure INT-03
Proposition 98 Funding
2007-08 to 2015-16
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K-14 schools was $56.6 billion in 2007-08 and sank to $47.3 billion in 2011-12. From this
recent low, funding has been at all-time highs since 2012-13 and is expected to grow

to $68.4 billion in 2015-16, an increase of $2.7 billion compared to the level expected

in January. The Proposition 98 maintenance factor—an indicator of the past cuts made to
schools and community colleges—totaled nearly $11 billion as recently as 2011-12. Under
the May Revision, this amount is reduced to $772 million.

K-12 EDUCATION

For K-12 schools, funding levels will increase by more than $3,000 per student in 2015-16
over 2011-12 levels. This reinvestment provides the opportunity to correct historical
inequities in school district funding with continued implementation of the Local Control
Funding Formula. Rising state revenues means that the state can implement the

formula well ahead of schedule. When the formula was adopted in 2013-14, funding

was expected to be $47 billion in 2015-16. The May Revision provides $6.1 billion
more—with the formula instead allocating $53.1 billion this coming year.
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HiGHER EDUCATION

The May Revision also invests in the quality and affordability of the state’s higher
education system. University tuition almost doubled during the recession, creating a
hardship for many students and their families. To maintain affordability, the May Revision
holds tuition for California undergraduate students flat through 2016-17. The May Revision
commits $38 million in ongoing funding for the California State University (CSU), for a
total of $158 million in new funding. As part of an agreement with the University of
California (UC), the state will provide temporary funding from Proposition 2 to assist in
paying down UC's unfunded pension liability—as UC imposes a pension cap consistent
with the state’s 2012 reform law.

By focusing on reducing the time it takes a student to successfully complete a degree,
rather than just admitting more students, the universities can ensure their systems are
financially viable over the long term. The community colleges and the university systems
must work together to develop innovative approaches so students can successfully
complete their degrees. The May Revision provides new funding for CSU and community
colleges to coordinate their provision of basic skills and remedial education.

A clear pathway for students to transfer from community colleges to the state’s
universities is one of the most important features of California’s higher education system.
For many years, the requirements for transfer to the state’s universities were a confusing
overlay of individual campus and department rules. Over the past few years, CSU and
the community colleges have greatly simplified and improved the transfer process in
implementing statewide associate degrees for transfer under Chapter 428, Statutes of
2010 (SB 1440). Over the next two academic years, UC will identify specific pathways
for transfer for its 20 most popular majors. These pathways will be closely aligned to the
SB 1440 transfer degrees. This will ease the transfer process for students and contribute
to UC admitting at least one transfer for every two freshmen by 2017-18.

COUNTERACTING THE EFFECTS OF POVERTY

For the last several years, the Census Bureau has reported that about 16 percent

of California residents are living in poverty—slightly above the national average

of 14.9 percent. The Census Bureau’s supplemental measure of poverty, which
considers broader measures of income and the cost of living, reflects a poverty rate of
23.4 percent (a three-year average). \While the state’s economic conditions have improved
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since the Governor’s Budget, much of the gains continue to be made by the state’s
wealthiest residents.

California has an extensive safety net for its neediest residents who live in poverty,

and the state has maintained those core benefits despite the recession. In the past two
years, the recovering economy has allowed the state to take even greater steps to assist
the state’s neediest residents. These efforts are assisting millions of Californians.

e The implementation of health care reform has extended coverage under Medi-Cal to
an additional four million Californians in just three years and added new services such
as treatment for substance abuse and mental health. The expansion has already
increased General Fund costs by approximately more than $1 billion annually and that
amount will rise to more than $2 billion by 2017-18 as the federal government begins
to reduce its share of costs beginning in 2017. Under the May Revision, coverage will
also be provided to immigrants who gain Permanent Residence Under Color of Law
status under the President’s executive actions. For Medi-Cal and other programs,
this will add General Fund costs of an estimated $200 million when the federal
changes are fully implemented ($62 million in 2015-16).

e The Local Control Funding Formula is concentrating the greatest school
funding — billions more this year alone—to those students who face the
greatest challenges.

e The state increased the minimum wage by 25 percent, to $10 per hour,
and guaranteed that 6.5 million workers are eligible for sick leave. General Fund
costs to implement these measures will be nearly $250 million by 2016-17.

Despite these steps, millions of Californians remain below the federal poverty line.
The Budget takes additional steps to counteract the effects of poverty:

o Establish the state’s first Earned Income Tax Credit to help the poorest working
families in California. This targeted credit will provide a refundable tax credit for
wages and would focus on the lowest-income Californians—households with
incomes less than $6,580 if there are no dependents or $13,870 if there are three
or more dependents. The proposed credit would match 85 percent of the federal
credit at the lowest income levels, providing an average estimated household benefit
of $460 annually for 825,000 families (representing 2 million individuals), with a
maximum benefit of $2,653.
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o Provide $1.4 billion ($150 million more than the Governor's Budget) in funding to
support a coordinated framework for adult education, career technical education,
workforce investment and apprenticeships.

e  Establish an amnesty program for those Californians with past due court-ordered
debt from traffic infractions. Participating individuals can reduce their debts by
50 percent, reduce the administrative fees they pay from $300 to $50, and have their
drivers’ licenses reinstated.

EMERGENCY DROUGHT RESPONSE

The State of California has experienced four consecutive years of below-average rain
and snow, and is currently facing severe drought conditions in all 58 counties. The most
recent surveys recorded the statewide average snowpack, which is the source for
one-third of the state’s water, at just 2 percent of the normal average. Since the Governor
first declared a state of emergency in January 2014, the Administration has worked
with the Legislature to appropriate approximately $1.9 billion to assist drought-impacted
communities and provide additional resources for critical water infrastructure projects.
The state’s emergency drought response accelerates several of the key actions in the
California Water Action Plan. The May Revision includes an additional $2.2 billion of
one-time resources to continue the state’s response to drought impacts. The funds

will protect and expand local water supplies, conserve water and respond to
emergency conditions.
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SUMMARY CHARTS

This section provides various statewide budget charts and tables.

MAyY REVISION - 2015-16 9



SUMMARY CHARTS

Figure SUM-01
2015-16 May Revision
General Fund Budget Summary
(Dollars in Millions)

2014-15 2015-16

Prior Year Balance $5,589 $2,359
Revenues and Transfers $111,307 $115,033
Total Resources Available $116,896 $117,392
Non-Proposition 98 Expenditures $64,929 $65,892
Proposition 98 Expenditures $49,608 $49,416
Total Expenditures $114,537 $115,308
Fund Balance $2,359 $2,084
Reserve for Liquidation of Encumbrances $971 $971
Special Fund for Economic Uncertainties $1,388 $1,113
Budget Stabilization Account/Rainy Day Fund $1,606 $3,460
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Figure SUM-02
2015-16 Total State Expenditures by Agency
(Dollars in Millions)

General Special Bond
Fund Funds Funds Totals

Legislative, Judicial, Executive $3,180 $3,394 $223 $6,797
Business, Consumer Services & Housing 623 807 140 1,570
Transportation 261 8,855 2,091 11,207
Natural Resources 2,490 1,513 1,100 5,103
Environmental Protection 65 3,116 1,762 4,943
Health and Human Services 31,811 20,788 - 52,599
Corrections and Rehabilitation 10,087 2,581 - 12,668
K-12 Education 49,285 103 1,063 50,451
Higher Education 14,195 103 390 14,688
Labor and Workforce Development 215 681 - 896
Government Operations 739 281 7 1,027
General Government:

Non-Agency Departments 677 1,861 2 2,540

Tax Relief/Local Government 469 2,284 - 2,753

Statewide Expenditures 1,211 574 - 1,785
Total $115,308 $46,941 $6,778  $169,027

Note: Numbers may not add due to rounding.

Figure SUM-03
General Fund Expenditures by Agency
(Dollars in Millions)

Change from 2014-15

2014-15 2015-16 Dollar Percent
Change Change
Legislative, Judicial, Executive $3,017 $3,180 $163 5.4%
Business, Consumer Services & Housing 843 623 -220 -26.1%
Transportation 200 261 61 30.5%
Natural Resources 2,558 2,490 -68 2.7%
Environmental Protection 87 65 -22 -25.3%
Health and Human Services 30,046 31,811 1,765 5.9%
Corrections and Rehabilitation 10,030 10,087 57 0.6%
K-12 Education 49,659 49,285 -374 -0.8%
Higher Education 13,267 14,195 928 7.0%
Labor and Workforce Development 282 215 -67 -23.8%
Government Operations 754 739 -15 -2.0%
General Government:
Non-Agency Departments 1,500 677 -823 -54.9%
Tax Relief/Local Government 446 469 23 5.2%
Statewide Expenditures 242 1,211 969 400.4%
Supplemental Payment to the Economic
Recovery Bonds 1,606 - -1,606 -100.0%
Total $114,537 $115,308 $771 0.7%

Note: Numbers may not add due to rounding.
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Figure SUM-04

General Fund Revenue Sources
(Dollars in Millions)

Change from

2014-15
Dollar Percent
2014-15 2015-16 Change Change
Personal Income Tax $75,384 $77,700 $2,316 3.1%
Sales and Use Tax 23,684 25,240 1,556 6.6%
Corporation Tax 9,809 10,342 533 5.4%
Insurance Tax 2,486 2,556 70 2.8%
Alcoholic Beverage Taxes and Fees 353 360 7 2.0%
Cigarette Tax 84 82 -2 -2.4%
Motor Vehicle Fees 23 23 0 0.0%
Other 1,090 584 -506 -46.4%
Subtotal $112,913 $116,887 $3,974 3.5%
Transfer to the Budget Stabilization o
Account/Rainy Day Fund -1.606 -1.854 -248 15.4%
Total $111,307 $115,033 $3,726 3.3%
Note: Numbers may not add due to rounding.
Figure SUM-05
2015-16 Revenue Sources
(Dollars in Millions)
Change
General Special From
Fund Funds Total 2014-15
Personal Income Tax $77,700 $1,806 $79,506 $2,355
Sales and Use Tax 25,240 12,757 37,997 1,413
Corporation Tax 10,342 - 10,342 533
Highway Users Taxes - 4,893 4,893 -828
Insurance Tax 2,556 - 2,556 70
Alcoholic Beverage Taxes and Fees 360 - 360 7
Cigarette Tax 82 688 770 -22
Motor Vehicle Fees 23 6,521 6,544 177
Other 584 18,963 19,547 -2,264
Subtotal $116,887 $45,628 $162,515 $1,441
Transfer to the Budget Stabilization 1,854 1,854 0 0

Account/Rainy Day Fund
Total $115,033 $47,482 $162,515 $1,441

Note: Numbers may not add due to rounding.
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KTHRU 12 EDUCATION

alifornia provides instruction and support services to roughly six million students
C in grades kindergarten through twelve in more than 10,000 schools throughout
the state. A system of 58 county offices of education, more than 1,000 local school
districts, and more than 1,000 charter schools provide students with instruction in
English, mathematics, history, science, and other core competencies to provide them
with the skills they will need upon graduation for either entry into the workforce or
higher education.

The May Revision includes total funding of $83 billion ($49.7 billion General Fund and
$33.3 billion other funds) for all K-12 education programs.

PROPOSITION 98

A voter-approved constitutional amendment, Proposition 98, guarantees minimum
funding levels for K-12 schools and community colleges. The guarantee, which went into
effect in the 1988-89 fiscal year, determines funding levels according to multiple factors
including the level of funding in 1986-87, General Fund revenues, per capita personal
income, and school attendance growth or decline. The recently adopted Local Control
Funding Formula is the primary mechanism for distributing funding to support all students
attending K-12 public schools in California.

As a result of significant growth in General Fund revenues, Proposition 98 funding
obligations increase by a total of $6.1 billion over the three-year period of 2013-14 to
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2015-16 relative to the Governor’s Budget. Specifically, Proposition 98 Guarantee
funding increases by $241 million in 2013-14, $3.1 billion in 2014-15, and $2.7 billion in
2015-16. As a result of these changes, the revised Proposition 98 Guarantee levels at the
May Revision for the 2013-14 through 2015-16 fiscal years are $58.9 billion, $66.3 billion,
and $68.4 billion, respectively.

The Proposition 98 maintenance factor—an indicator of the past reductions made to
schools and community colleges—totaled nearly $11 billion as recently as 2011-12. Under
the May Revision, this amount is reduced to $772 million.

K-12 FUNDING PRIORITIES

The May Revision proposes to utilize this substantial combination of one-time and
ongoing resources to further advance the core priorities of the Administration,

paying down debts owed to schools, and investing significantly in the Local Control
Funding Formula. The formula provides additional funding to school districts and students
most in need of these resources. The May Revision maintains the repayment of all the
inter-year budgetary deferrals, while substantially increasing funding for the formula by
providing an additional $2.1 billion—building upon the more than $4 billion provided in the
Governor's Budget. In total, this $6.1 billion investment in the formula will provide enough
funding to close 53 percent of the remaining gap to full implementation. The repayment
of deferrals and the added investments in the formula will provide greater certainty

of funding and address inequities in the prior school finance system, while allowing
schools to expand base programs and services and support other key local investments
and priorities. Funding is also provided for various workload adjustments under the new
formula, as detailed in the K-12 Budget Adjustments section.

The 2013 Budget Act provided $1.25 billion in one-time Proposition 98 General Fund to
support the implementation of the recently state-adopted academic standards for English
Language Arts and Mathematics—new standards focused on developing the critical
thinking, problem-solving, and analytical skills students will need for today's entry-level
careers, freshman-level college courses, and workforce training programs.

The Governor’s Budget proposed more than $1.1 billion in discretionary one-time
Proposition 98 funding for school districts, charter schools, and county offices of
education to further the implementation of the state-adopted academic standards.

The May Revision significantly expands this investment by proposing an additional

$2.4 billion in Proposition 98 resources. With more than $3.5 billion in total discretionary
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funding, schools will be able to continue to make the necessary investments in
professional development, provide teacher induction to beginning teachers, and purchase
instructional materials and technology to prepare both students and teachers for success.
Of this new total funding, $40 million will be provided to county offices of education

to assist schools in meeting new responsibilities required under the accountability
structure of the formula. All of the funds provided will offset any applicable mandate
reimbursement claims for these entities, which builds off the approach in the 2014
Budget Act where $400.5 million in one-time funding was provided for both general
purpose activities and mandates reimbursement. This combined two-year investment will
substantially reduce the outstanding mandates debt owed to local educational agencies,
consistent with the Administration’s goal to pay down debt.

SPECIAL EDUCATION

The California Statewide Special Education Taskforce was formed in 2013 to examine
the state of special education in California, analyze and consider best practices within
the state and nation, and ultimately propose recommendations for improving the system.
The taskforce, composed of parents, advocates, teachers, administrators, and experts

in the field, began meeting in December 2013. After more than a year of deliberations,
the taskforce released its final recommendations in March 2015, which focus on the
areas of early learning, evidence-based school and classroom practices, educator
preparation and professional learning, assessments and accountability structures, family
and student engagement, and special education financing.

In response to these recommendations, the May Revision proposes $60.1 million
Proposition 98 General Fund ($50.1 million ongoing and $10 million one-time) in 2015-16
to implement selected program changes recommended by the taskforce, and makes
targeted investments that improve service delivery and outcomes for all disabled
students, with a particular emphasis on early education.

Significant Adjustments:

. Increase Opportunities for Infants and Toddlers to Receive Early
Interventions— The May Revision proposes augmenting the Early Education Program
for Infants and Toddlers with Exceptional Needs, which identifies and provides early
interventions for infants from birth to age two with special needs, by $30 million
Proposition 98 General Fund. Participation in the current program is limited to local
educational agencies that have historically received state funding for this program.

MAyY REVISION - 2015-16
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This investment will allow for new participation in the program, and provide an
opportunity for the state to reassess the outdated funding model.

Increase Opportunities for Children with Exceptional Needs in State
Preschool—The May Revision proposes $12.1 million Proposition 98 General Fund
to provide access to an additional 2,500 children in State Preschool. Priority for this
funding is for children with exceptional needs.

Improve Outcomes for Children with Exceptional Needs who Participate in State
Preschool—The May Revision requires State Preschool programs to: (1) provide
parents with information about accessing local resources for the screening and
treatment of developmental disabilities, and (2) within existing professional
development requirements, provide teachers with training on behavioral strategies
and targeted interventions to improve kindergarten readiness. The May Revision
proposes increasing State Preschool reimbursement rates by 1 percent (at a cost of
$6 million Proposition 98 General Fund) to reflect these changes.

Establish Statewide Resources to Encourage and Assist Local Educational Agencies
in Aligning Systems of Learning and Behavioral Supports—The May Revision
proposes a one-time investment of $10 million Proposition 98 General Fund to
provide technical assistance and build statewide resources to assist local educational
agencies interested in implementing school-wide, data-driven systems of support
and intervention. School-wide tiered systems provide scientifically based practices
and interventions that are proportional to a student’s needs. Research indicates that
schools that have implemented tiered systems are more successful at improving
disabled student outcomes.

Increase Dispute Resolution Resources—The May Revision proposes an increase
of $1.7 million federal Individuals with Disabilities Education Act state-level activity
funds to expand the current Alternative Dispute Resolution Grant Program to all
Special Education Local Plan Areas in the state. On a limited scale, this program has
proven successful in resolving special education disputes at the local level.

Increase State Systemic Improvement Plan Resources—The May Revision proposes
an increase of $500,000 federal Individuals with Disabilities Education Act state-level
activity funds to develop resources and provide technical assistance to local
educational agencies for implementation of the federally required State Systemic
Improvement Plan for students with disabilities.
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ADULT EDUCATION

The May Revision maintains $500 million Proposition 98 General Fund to establish

the Adult Education Block Grant program to provide funds for adult education to

school districts and community colleges. This proposed program will coordinate

efforts of various entities—such as schools, community colleges, universities, local
workforce investment boards, libraries, social services agencies, public safety agencies,
and employers—to provide education and training more effectively.

The May Revision strengthens this proposal, substantially informed by feedback received
from stakeholders.

Significant Adjustments:

o Eliminate Allocation Boards within Each Consortium—Each consortium will be
required to create rules and procedures regarding how it will make decisions, based
on state guidelines that require consortia to seek and respond to input on proposed
decisions from interested stakeholders and to make decisions publicly.

«  Require More Robust, but Less Frequent, Planning—Each consortium will develop a
comprehensive plan for adult education in its region at least once every three years,
with annual updates.

e Provide Greater Funding Certainty—The Superintendent of Public Instruction and the
Chancellor of the California Community Colleges will certify maintenance of effort
levels by July 30, and will determine the allocation of any remaining block grant funds
to consortia by October 30. Beginning in 2016, the Superintendent and Chancellor
will provide preliminary allocations to consortia shortly following the release of
each Governor's Budget, and final allocations, along with preliminary projections
for two future years, shortly after each Budget is enacted. At the consortia level,
allocations to districts will be at least equal to their distribution from the previous
year, with limited exceptions. Further, use of a local fiscal administrator is no
longer required.

. Integrate Adult Education Programs and Funding Streams—The Superintendent
and Chancellor will, by January 31, 2016, develop and submit a plan to distribute
Workforce Innovation and Opportunity Act Title Il and Perkins funding using the
consortia structure in future years. School districts, county offices of education,
and community college districts that receive other specified state funds or
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federal funds for adult education must be participating members of an adult
education consortium.

K-12 BUDGET ADJUSTMENTS

Significant Adjustments:

Career Technical Education—The Governor's Budget proposed $250 million in
one-time Proposition 98 funding in each of the next three years to support a
transitional Career Technical Education (CTE) Incentive Grant Program. School
districts, county offices of education, and charter schools receiving funding from
the program would be required to provide a dollar-for-dollar match each year.

The May Revision proposes an additional $150 million in 2015-16 for the first year
of this transition program, an additional $50 million in 2016-17, and a reduction

of $50 million in 2017-18. This adjusted schedule of funding will better allow
schools to transition to entirely using their own discretionary funds by 2018-19.
The May Revision also proposes a series of other changes to the Administration’s
January proposal on CTE, including:

Increasing the minimum local-to-state funding match requirement to 1.5:1 in
2016-17 and 2:1 in 2017-18, to assist local educational agencies’ transition in
supporting CTE with their Local Control Funding Formula apportionments and
other existing resources after this program expires.

Eliminating Career Pathways Trust from the list of allowable sources of local
matching funds.

Directing the Department of Education and the State Board of Education to give
funding priority to applicants administering programs located in rural districts or
regions with high student dropout rates.

Quality Education Investment Act Transition Funding—An increase of $4.6 million
one-time Proposition 98 General Fund to provide half of the final apportionment

of Quality Education Investment Act (QEIA) funding to selected school districts in
2015-16 that do not qualify for concentration grant funding under the Local Control
Funding Formula. This funding will help ease the transition off QEIA funding for
districts with isolated concentrations of English learners and students who qualify for
free or reduced-priced meals.
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Simon Wiesenthal Center—An increase of $2 million Proposition 98 General Fund
for the Los Angeles County Office of Education to contract with the Simon
Wiesenthal Center to support the Museum of Tolerance’s “Tools for Tolerance”
training programs. These funds allow the center to partner with schools throughout
the state to advance anti-bias education, inclusion, and equity through professional
development programs.

Local Property Tax Adjustments—A decrease of $123.3 million Proposition 98
General Fund in 2014-15 for school districts, special education local plan areas,

and county offices of education as a result of higher offsetting property tax revenues.
A decrease of $224 million Proposition 98 General Fund in 2015-16 for school
districts, special education local plan areas, and county offices of education as a
result of higher offsetting property tax revenues.

Average Daily Attendance—An increase of $94.4 million in 2014-15 and an increase
of $173.5 million in 2015-16 for school districts, charter schools, and county offices
of education under the Local Control Funding Formula as a result of an increase in
2013-14 average daily attendance (ADA), which drives projections of ADA in both
2014-15 and 2015-16.

Proposition 39— The California Clean Energy Jobs Act was approved by voters in
2012, and increases state corporate tax revenues. For 2013-14 through 2017-18,

the measure requires half of the increased revenues, up to $550 million per year,

to be used to support energy efficiency projects. The May Revision decreases the
amount of energy efficiency funds available to K-12 schools in 2015-16 by $6.7 million
to $313.4 million to reflect reduced revenue estimates.

Categorical Program Growth—A decrease of $18.4 million Proposition 98
General Fund for selected categorical programs, based on updated estimates of
projected ADA growth.

Cost-of-Living Adjustments—A decrease of $22.1 million Proposition 98

General Fund to selected categorical programs for 2015-16 to reflect a change in the
cost-of-living factor from 1.58 percent at the Governor’s Budget to 1.02 percent at
the May Revision.

K-12 Mandated Programs Block Grant—An increase of $1.2 million Proposition 98
General Fund to reflect greater school district participation in the mandates

block grant. This additional funding is required to maintain statutory block grant
funding rates assuming 100-percent program participation.
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CHILD CARE AND STATE PRESCHOOL

Subsidized Child Care includes a variety of programs designed to support low-income
families so they may remain gainfully employed. These programs are primarily
administered by the Department of Education. Additionally, the State Preschool program
is designed as an educational program to help children develop the skills needed for
success in school. The Department of Education and the Department of Social Services
jointly administer the three-stage CalWWORKSs child care system to meet the child care
needs of recipients of aid while they participate in work activities and as they transition
off cash aid. Families can access services through centers that contract directly with the
Department of Education, or by receiving vouchers from county welfare departments or
alternative payment program providers.

Significant Adjustments:

o  CalWORKs Stage 2—An increase of $46.8 million non-Proposition 98 General Fund,
to reflect an increase in the number of new Stage 2 beneficiaries and an increase in
the cost of providing care. Total base cost for Stage 2 is $395.4 million.

o CalWORKs Stage 3—An increase of $2 million non-Proposition 98 General Fund to
reflect minor adjustments in caseload and the cost of providing care. Total base for
Stage 3 is $265.5 million.

e  Capped Non-CalWORKs Programs—A net decrease of $7.2 million ($3.1 million
Proposition 98 General Fund and $4.1 million non-Proposition 98 General Fund)
to reflect a change in the cost-of-living adjustment from 1.58 percent at the
Governor’'s Budget to 1.02 percent at the May Revision, and a net decrease
of $2.5 million ($1.1 million Proposition 98 General Fund and $1.4 million
non-Proposition 98 General Fund) to reflect a change in the population of 0-4
year-old children.

e  Child Care and Development Funds—A net increase of $17.7 million federal funds
in 2015-16 to reflect an increase in ongoing base federal funds of $9 million,
an additional $5.5 million in one-time general-purpose funds from 2014-15,
and an additional $3.2 million in one-time quality funds from 2014-15. In addition,
the May Revision identifies basic priorities for possible mid-year federal Child Care
and Development Block Grant funding adjustments, and establishes the Infant and
Toddler Quality Rating and Improvement System Block Grant with anticipated federal
quality funds available beginning October 1, 2016.
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o State Preschool—An increase of $13.5 million Proposition 98 General Fund to reflect
2,500 part-day State Preschool slots as described in the Special Education section,
as well as various technical adjustments including an adjustment in the cost of living
and a change in the population of 0-4 year-old children.

o Early Head Start/Child Care Partnership Grant—An increase of $2.4 million federal
funds to provide Early Head Start services to an additional 260 infants and toddlers in
11 northern counties.

CoMMISSION ON TEACHER CREDENTIALING

The Commission on Teacher Credentialing sets the State’s standards for educator
preparation for the K-12 public schools of California. The Commission implements

these standards through the issuance and renewal of teaching and services credentials,
development and administration of educator examinations, accreditation of educator
preparation programs, and monitoring of educator conduct. The Commission consists of
19 members: 15 voting members and four ex-officio non-voting members.

The Commission is a special fee agency, with teacher credential fees providing
approximately 85 percent of its revenue base; the remainder is provided by

examination fees paid by educators and accreditation fees paid by educator

preparation programs. Over the past five years, the number of candidates enrolled

in and completing educator preparation programs and applying for credentials has
declined, resulting in a decrease in the Commission’s revenue base. At the same time,
the Commission’s non-discretionary operating costs have continued to increase. The
May Revision includes $4.5 million in additional funding to address these costs.

To address the structural pressures on the Commission’s budget in the near term,

the May Revision proposes to increase the teacher credential fee to $100 for initial and
renewal credentials in an effort to provide the Commission with additional revenue
necessary to support mission-critical activities. Credential fees had been held flat at $55
since 2000, until the fee was raised to the current level of $70 in 2012. Even with this
proposed increase, teacher credential fees would remain lower than renewal fees charged
to professionals in a number of other occupational fields.

To address some of the long-term underlying causes of the Commission’s current
structural budget issues, it is important to streamline functions and create workload
efficiencies at the Commission. The Administration proposes to begin this effort with
a focus on the Commission’s responsibility to monitor educator misconduct through
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the existing district reporting process. Often, the evidentiary files of district-reported
cases of teacher misconduct are incomplete and lack basic information, which increases
processing time and costs. While the minimum required information is currently
specified in regulations, the Administration proposes to place these requirements in
statute in an effort to emphasize the basic information needed in a district report of
teacher misconduct. The Administration also proposes to provide the Commission with
jurisdiction to investigate a superintendent or charter school administrator who fails to
report educator misconduct. Both of these changes are intended to improve the quality
of these reports, allowing the Commission to act more quickly in determining the correct
course of action in each of these cases and ultimately reach a more efficient disposition
of each case.

PUBLIC SCHOOLS ON MILITARY INSTALLATIONS

The U.S. Secretary of Defense established a program to construct, renovate, repair,

or expand elementary and secondary public schools on military installations to address
capacity or facility condition deficiencies. The program is 80 percent federal funded,
with a 20-percent local match requirement for a school district to receive funding under
the program.

In 2010, the Department of Defense assessed the condition of 160 public schools on
military installations in the United States and created a priority list of schools with the
most serious condition and/or capacity deficiencies. California has 11 schools located in
six school districts that are within the top 33 of the priority list. The majority of schools
on this list have expressed concerns about raising the required 20-percent local match.
In an effort to assist participating districts, the Administration is exploring several funding
options to help the eligible schools establish their local match, including the provision of
low-interest state loans through existing programs.
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igher Education includes the California Community Colleges (CCC), the California
State University (CSU), the University of California (UC), the Student Aid
Commission, and several other entities.

The Master Plan for Higher Education created a model for public education throughout
the world. The segments must serve as leaders to keep the costs of higher education
affordable for students and families. The Administration expects segments to continue to
improve efficiencies and innovations, and ensure investments are student-centered to the
benefit of current students and increased access for current and future Californians.

The May Revision includes total funding of $29.1 billion ($16.6 billion General Fund and
local property tax and $12.6 billion other funds) for all programs included in these entities.

CALIFORNIA COMMUNITY COLLEGES

The CCC are publicly supported local educational agencies that provide educational,
vocational, and transfer programs to approximately 2.1 million students. The CCC system
is the largest system of higher education in the world, with 72 districts, 112 campuses,
and 72 educational centers. By providing education, training, and services, the CCC
contribute to continuous workforce improvement and also provide remedial instruction

for hundreds of thousands of adults across the state through basic skills courses and adult
non-credit instruction. The CCC also provide students an economic alternative through
the transfer pathway to obtain a four-year degree.
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The significant resources— $619 million above the Governor's Budget and $1 billion
over the 2014 Budget Act level—included in the May Revision for the CCC will enhance
student success, including providing more support to students, increasing full-time
faculty, and identifying, developing, and expanding the use of effective practices.

Significant Adjustments:

e Apportionments—An increase of $60.3 million Proposition 98 General Fund in
2015-16 to reflect an increase in growth from 2 percent to 3 percent, the inclusion
of enrollment restoration, and a reduction in the statutory cost-of-living adjustment
from 1.58 percent to 1.02 percent. The May Revision provides $259.4 million
Proposition 98 General Fund, as follows:

. $156.5 million available for general apportionment growth;
. $61 million for a 1.02-percent cost-of-living adjustment; and

. $41.9 million to allow colleges to earn back enroliment funding for declines in
enrollment over the past two years, as allowed in statute. This funding was
inadvertently excluded from the Governor’s Budget.

e Increased Operating Expenses—An increase of $141.7 million Proposition 98
General Fund, for a total of $266.7 million, to reflect increased base allocation
funding in recognition of increasing community college operating expenses in the
areas of facilities, retirement benefits, professional development, converting faculty
from part-time to full-time, and other general expenses.

o Full-Time Faculty—An increase of $75 million Proposition 98 General Fund to
increase the number of full-time faculty within each community college district.
Funding would be allocated based on full-time equivalent enrollment to all community
college districts, but community college districts with relatively low proportions of
full-time faculty will be required to increase their full-time faculty more than districts
with relatively high proportions of full-time faculty. In total, it is expected that
approximately 600 full-time faculty positions will be created by this proposal.

o Basic Skills and Student Outcomes Transformation Program—An increase
of $60 million Proposition 98 General Fund to assist community colleges in
improving delivery of basic skills instruction by adopting or expanding the use
of evidence-based models of placement, remediation, and student support that
accelerate the progress of underprepared students toward achieving postsecondary
educational and career goals.
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Basic Skills Partnership Pilot Program—An increase of $2 million Proposition 98
General Fund for a pilot program to provide incentives to community college districts
and the CSU to coordinate their efforts to provide instruction in basic skills to
incoming CSU students in an efficient and effective way.

Investing in Student Success—An increase of $15 million Proposition 98

General Fund to further close achievement gaps in access and achievement in
underrepresented student groups, as identified in local Student Equity Plans.
Further, to provide additional support to foster youth, the May Revision proposes

to implement Chapter 771, Statutes of 2014 (SB 1023). This legislation specifies
additional services for foster youth already participating in the Extended Opportunity
and Services program at up to ten community colleges.

Implementing Statewide Performance Strategies—An increase of $15 million
Proposition 98 General Fund to implement strategies to improve college
performance in student success and outcomes. Of this amount, $3 million will
provide local technical assistance to support the implementation of effective
practices across all districts. The additional $12 million will develop and disseminate
effective professional, administrative, and educational practices, including the
specific development of curriculum and practices for members of the California
Conservation Corps and for inmates to support the effective implementation of
Chapter 695, Statutes of 2014 (SB 1391). Further, the May Revision proposes an
increase of $340,000 General Fund and six positions for the Chancellor’s Office to
continue its district assistance to improve student success and outcomes, and to
coordinate efforts to encourage adoption of effective practices at community
colleges throughout California.

Deferred Maintenance and Instructional Equipment—An increase of $148 million
one-time Proposition 98 General Fund that colleges can use to reduce their backlog
of deferred maintenance or to purchase instructional equipment. Community
colleges will not need to provide matching funds for deferred maintenance in
2015-16. These resources will allow districts to protect investments previously made
in facilities, and to improve students’ experience by replenishing and investing in new
instructional equipment.

Mandate Backlog Payments—An increase of $274.7 million one-time Proposition 98
General Fund, for a total of $626 million, to continue paying down outstanding
mandate claims by community colleges. These payments will be distributed on a per
full-time equivalent student basis and will further reduce outstanding mandate debt,
while providing community colleges with one-time resources to address various
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one-time needs, such as curricula redesign, start-up costs for new career technical
educational programs, and other one-time costs.

e Categorical Program Cost-of-Living Adjustment—An increase of $2.5 million
Proposition 98 General Fund to provide a cost-of-living adjustment for the Disabled
Student Programs and Services program, the Extended Opportunities Programs and
Services program, the Special Services for CalWWORKs Recipients program, and the
Child Care Tax Bailout program.

e Proposition 39—The California Clean Energy Jobs Act was approved by voters in
2012 and increases state corporate tax revenues. For 2013-14 through 2017-18,
the measure requires half of the increased revenues, up to $550 million per year,
to be used to support energy efficiency projects. The May Revision decreases the
amount of energy efficiency funds available to community colleges in 2015-16 by
$825,000 to $38.7 million to reflect reduced revenue estimates.

o Local Property Tax Adjustment—A decrease of $156.1 million Proposition 98
General Fund in 2015-16 as a result of increased offsetting local property
tax revenues.

o Student Enroliment Fee Adjustment—An increase of $7.4 million Proposition 98
General Fund as a result of decreased offsetting student enrollment fee revenues.

e Community College Mandates Block Grant—A decrease of $691,000 Proposition 98
General Fund to align mandate block grant funding with the revised full-time
equivalent students estimate.

CALIFORNIA STATE UNIVERSITY

With 23 campuses, CSU is the largest and most diverse university system in the
country, providing undergraduate instruction, graduate instruction through master’s
degrees, and doctoral degrees in some fields of study. The CSU plays a critical role in
preparing the workforce of California, awarding more than 103,000 degrees in 2013-14;
it grants more than one-half of the state’s bachelor's degrees and one-third of the state’s
master’s degrees. The CSU awards more degrees in business, engineering, agriculture,
communications, health, and public administration than any other California institution of
higher education. More than 50 percent of California’s teachers graduated from CSU.

Consistent with the Administration’s plan reiterated in the Governor’'s Budget,
the CSU has announced it will not increase systemwide tuition and fees in 2015-16.
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The university’s decision will preserve access by keeping a CSU education affordable
for students.

Furthermore, at the CSU Trustees’ March meeting, the Chancellor’s Office reported on

a number of initiatives already underway at CSU campuses to manage operations more
efficiently and generate savings. These savings can be redirected toward higher priorities,
consistent with the budget approved by the Trustees in November.

The Governor's Budget proposed $119.5 million General Fund ongoing for CSU with
similar 4-percent increases in future years, as well as $25 million General Fund on a
one-time basis for deferred maintenance at CSU campuses. The CSU has indicated that it
would use the additional resources proposed in the Governor's Budget for the following:

o  Fund existing obligations, such as increased costs for pensions and health benefits.
. Increase employee compensation systemwide by 2 percent.
e Support the costs of the enroliment of about 4,000 additional students.

e Address backlogs in critical maintenance and infrastructure.

In its annual performance report to the Governor and the Legislature, the CSU indicated
that about 19 percent of students who enter as freshmen graduate within four years.
The four-year rate for low-income students (12 percent) is about half that of their peers
(24 percent), and that gap persists after six years, when 48 percent of low-income
students will have graduated, compared to 59 percent for their peers. About half of
CSU students transferred from the community colleges—an important role the CSU
has embraced within California’s higher education system. Nearly 30 percent of transfer
students graduate within two years, and low-income transfer students graduate at close
to the same rates as their peers.

Shortening the time it takes undergraduates to graduate and increasing the number who
complete their degrees is critical for students and their families, and improves access

for future students. The CSU chancellor has committed to addressing these challenges.
The CSU's Graduation Initiative sets goals to be achieved by the year 2025, including

a four-year graduation rate for freshman entrants of 24 percent and a two-year rate for
transfer students of 35 percent. The CSU will report publicly on its progress toward these
goals as it aims to meet or exceed these targets and timelines.
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Significant Adjustments:

o Base Adjustment—An additional $38 million General Fund ongoing for the CSU.
With these additional resources, the Administration expects the University to:

. Support efforts to improve student success at all of the campuses, as approved
by the Trustees. Over the long term, reducing the time it takes students
to complete degrees should provide access to significant numbers of new
students and significant savings to students and families.

. Enroll more transfer students beginning in the coming year. While timelier
completion should improve access to the CSU, the Administration recognizes
the demand campuses are facing today, particularly from transfer students
who have completed associate’s degrees for transfer and are guaranteed
admission to the university. The additional funds will allow campuses to enroll
approximately 1,500 more transfer students by the spring of 2016.

e Basic Skills Partnership Pilot—As discussed in the California Coommunity Colleges
section, the May Revision proposes a pilot program to offer basic skills education
to incoming CSU students who need remediation through community colleges.
As more of this instructional workload is handled through the community colleges,
the CSU can redirect resources to continuing improvements on time to degree.

e Energy Projects—As discussed in the Cap and Trade chapter, the May Revision
proposes $35 million Greenhouse Gas Reduction Fund for energy projects at
CSU campuses.

UNIVERSITY OF CALIFORNIA

Consisting of 10 campuses, the University of California (UC) is the primary institution
authorized to independently award doctoral degrees and professional degrees. The
UC educates approximately 249,000 undergraduate and graduate students and
receives the highest state subsidy per student among the state’s three public higher
education segments.

Following the UC Regents’ November action to authorize the UC President to increase
student tuition by up to 28 percent over five years, the Administration and the President
undertook a review of UC as part of a select advisory committee established by the
Regents to develop and evaluate proposals to reduce the University's cost structure,
while maintaining or improving access, quality, accountability and outcomes.
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After months of data review, discussions between the Administration and the Office

of the President, and interviews with higher education experts, faculty and staff

at UC campuses, and undergraduate and graduate students, the Governor and the

UC President have agreed that UC will undertake a number of reforms to manage

its operations more effectively and that the President will strongly recommend the
Academic Senate undertake additional reforms. Implementation of these reforms will
allow UC to better serve existing students and reduce its future operating costs so that
students will have access to an affordable UC education in the years to come. Under this
framework, tuition for California undergraduate students will remain flat through 2016-17.
As UC implements a cap on salary eligible for pensions consistent with the state's 2012
pension reform law, the state will use the dedicated debt funding under Proposition 2 to
help reduce the University's unfunded pension liability. The agreed-upon framework is
described in more detail below.

STATE FUNDING HAS INCREASED SUBSTANTIALLY

Between 2007-08 and 2014-15, nearly all state-supported programs experienced steep
declines in their General Fund revenues given the magnitude of the Great Recession.
With a recovering economy and the passage of Proposition 30, the state has been able

to reinvest and expand services in targeted ways. For UC, the passage of Proposition 30
averted a $250 million cut to university funding and provided a total of $392 million in new
resources in 2014-15. In addition to these increases, by 2015-16, Cal Grant and Middle
Class Scholarship expenditures for UC students are now estimated to be $900 million and
have grown by nearly $600 million since 2007-08 (more than 200 percent) principally due
to tuition increases.

TurTioN INCREASES ARE NOT NEEDED AT THIS TIME

Of UC's total resources, estimated to be nearly $28 billion in 2014-15, the University
indicates that about $7 billion is available to support student instruction. The UC's
proposed budget identifies $125 million for existing obligations, including compensation
increases pursuant to already-negotiated labor contracts, costs of employee benefits,
and adjustments in current spending for inflation. To assist the University with these
costs, provide funding for all currently enrolled students, allow for additional discretionary
spending, and reduce energy use, the Administration is committed to providing the
following in the budget year:

e $119.5 million in increased General Fund on an ongoing basis.
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. $25 million in one-time General Fund for deferred maintenance.

e $25 million in one-time Cap and Trade revenues, which would be used for energy
efficiency projects at UC campuses to reduce greenhouse gas emissions.

With these state resources, the University has committed to freezing undergraduate
tuition for California residents for 2015-16 and 2016-17. The Administration’s multi-year
plan will continue to provide 4-percent increases in direct General Fund support in
future years. By 2017-18, tuition will have remained flat for six consecutive years, and it
is reasonable to expect that tuition will begin to increase modestly and predictably, likely
close to the rate of inflation. In the intervening years, UC must aggressively implement
the reforms below and continue its efforts to obtain administrative efficiencies.

AGREEMENT IMPROVES TRANSFER OPPORTUNITIES
FOR COMMUNITY COLLEGE STUDENTS

Transfer to UC can be a cost-effective pathway for students. For example, attending

a community college for two years before transferring to UC can result in $25,000

of savings for a student in tuition and fees alone. The community colleges are
diverse—40 percent of enrolled students are Latino while about 7 percent are African
American, and recent reports have found that a majority of Latino graduating high school
seniors enroll at the community colleges. Expanding the number of students who
successfully complete their lower-division requirements at the community colleges will
allow the University to be more diverse and serve far more Californians.

Since the passage of Chapter 428, Statutes of 2010 (SB 1440), CSU and the community
colleges have greatly simplified the transfer process by developing associate’ degrees
for transfer that guarantee admission to CSU with junior standing once the degree

is obtained. The process eliminates campus-by-campus and major-by-major transfer
requirements and establishes clear expectations for students.

The UC has also taken steps to simplify the process for transfer students. Over the next
two academic years, for its 20 most popular majors, UC will articulate specific pathways
for transfer that are closely aligned to the associate's degrees for transfer established

by community colleges and CSU pursuant to SB 1440. Any differences will be clearly
identified so that students know exactly what is needed for transfer to both CSU and UC.

Currently, UC has a goal of a two-to-one ratio of incoming freshmen to
transfers—bu